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CORPORATE PROFILE 

Zapata Energy Corporation is an emerging junior oil and gas exploration and development 
company with operations in the Western Canadian Sedimentary Basin. Our core properties, 
which are located in Central and South Alberta, provide a strong base with excellent opportunity 
for future growth. The depth of experience of our management team gives us the ability to take 
advantage of opportunities. Zapata Energy Corporation trades on the Canadian Venture 
Exchange under the symbol ZCO. 


We will strive to create value for our shareholders through efficient, effective and 
environmentally-conscious exploitation and exploration of our oil and gas resources. 
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ZAPATA HIGHLIGHTS 


Financial Highlights 


Gross Revenue 

Cash Flow From Operations 
Per common share 

Net Earnings 
Per common share 


Net Present Value of Reserves 
Discounted at 12% 


Per common share 
Capital Expenditures 
Long Term Debt 
Shareholders’ Equity 


Weighted Average Shares Outstanding 


Operational Highlights 


Natural Gas Sales (mcf/d) 
Average Selling Price ($/mcf) 
Crude Oil & NGLs (bbls/d) 
Average Selling Price ($/bbls) 
Natural Gas Reserves (mmcf) 
Proven 
Probable 
Total 
Crude Oil and NGL Reserves (mbbls) 
Proven 
Probable 
Total 
Drilling Activity (net wells) 
Undeveloped Land (net hectares) 


Note: 1999 operational data are based on 6 months of operations, July to December 1999 


1992 


$785,563 
$294,733 
$0.10 
$115,158 
$0.04 
$9,881,000 


$3.43 
$2,110,000 
$1,399,570 
5957,34.1 
2,878,293 


1999, 
1,070 
$2.94 

oF 
NYA 


6,415.8 
1,680.1 
ome) S) 


176.9 
63.9 
240.8 


1.94 
1,407 


1998 


$0 
($9,423) 
($0.007) 
($9,423) 
($0.007) 
$0 


$0 
$0 
$0 
$290,115 
1,388,236 
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MESSAGE TO OUR SHAREHOLDERS 


We are pleased to report that Zapata Energy Corporation delivered a strong financial and operating performance for its 
initial six months of operation as an oil and gas producer. In addition, while achieving this strong performance, the 
Company was able to significantly grow its assets. With our initial successes and the strong commodity prices for oil and 
gas, the Company’s cash flow will provide a stable base on which to fuel continued growth. 


The Company commenced operations in June 18, 1999 by the acquisition and amalgamation with 744997 Alberta Ltd. 
The merger gave the Company its initial 60 BOEPD of production and brought in new management. Utilizing its bank 
credit facility, the company acquired 808703 Alberta Ltd., a private corporation, on June 24, 1999 thereby increasing its 
daily production to 120 BOEPD. 


In September 1999, the Company raised $250,000 by a flow through financing and converted a one-year $614,000 note 
into long term convertible debentures. Subsequently, Zapata drilled 4 (1.9 net) wells and purchased 2 (1.5 net) suspended 
gas wells. All wells were placed on production during November and December. The Company exited 1999 producing at 
a rate of 300 BOEPD during the month of December 1999. 


Financial results for Zapata show exceptional growth as a result of the stronger commodity pricing and the drilling 
successes. During its’ initial six months of oil and gas production, the Company generated revenues after royalties of 
$637,345 and achieved cash flow of $294,753 or $0.10 per share and net earnings of $115,158 or $0.04 per share. 


Operations In addition to the financial success, the Company was able to add significantly to its daily production levels. 
Between July and December 1999 natural gas sales rose 267% from 609 MCFPD to 2,238 MCFPD and daily natural gas 
liquid sales increased 113% from 30 BPD to 64 BPD. These increases were primarily due to a successful gas well drilling 
program. Meanwhile, oil sales edged up 30% from 9 BPD to 12 BPD as the Company concentrated on developing gas 
reserves. 


Business Strategy Continued success for the Company depends on a well-defined exploration program. The Company 
will generate its exploration prospects internally. Initially, Zapata will focus on lower cost areas that are readily accessible 
to infrastructure on a year round basis. For the longer term, lands will be acquired in high impact exploration prospects. 
The Company shall operate to ensure efficient and effective operations to maximize cash flow for reinvestment. Potential 
acquisitions and mergers that could benefit the Company will continually be evaluated. Finally, the Company will 
concentrate on gas exploration. 


Outlook The Company plans a capital budget of $4,000,000 in 2000. Although the equity market is not giving full value 
to share prices to raise equity capital, the strong commodity prices provide Zapata with adequate cash flow to fund the 
capital expenditures. In January, 2000, Zapata drilled a well in Northern Alberta that tested in excess of 1 million cubic 
feet of gas per day. The well, in which Zapata retains a 100% working interest, is expected to be placed on production in 
late May 2000. Also, the Company has an eight well program planned for southeast Alberta in the spring of 2000 to be 
followed by a horizontal well in west central Alberta 


2000 Targets Zapata anticipates a continued strong financial performance in the calendar 2000 and 2001 years. Subject to 
realistic commodity pricing, our 2000 cash flow from operations is projected to reach $3,500,000. Each price increase for 
natural gas of $0.10 per thousand cubic feet increases the Company’s cash flow by $0.015 per share. We are proceeding 
with cautious optimism. 


We wish to thank our Boardpf Directors, staff and shareholders for their guidance and support. 


- Go q Fle ae 
(CTO wie at 


George Paulus Lloyd Driscoll 
President, Chief Financial Officer Chairman and Chief Executive Officer 


and Chief Operating Officer 


May 9, 1999 


OPERATIONS REVIEW 


ZAPATA’S CORE PROPERTIES 


The following is a description of Zapata’s principal oil and gas properties as of December 31, 1999. Production and 
reserve information are stated prior to the deduction of royalties. 


Crossfield, Alberta 


Zapata Energy Corporation has varying working interests in 2,370 gross (1,409 net) hectares of mineral rights in the 
Crossfield area located 16 km north of Calgary. Zapata has a 1.11% non-operated interest in production from the 
Crossfield Turner Valley Gas Unit and a 85% operated interest in the Crossfield Elkton Z Gas Unit and the related 
processing facilities. Currently their are 22 (1.91 net) producing gas wells. The average net sales over the last 6 
months ended December 31", 1999 averaged 421 mcf/d of gas and 26 bbl/d NGLs. In addition, Zapata has 1,547 
gross (787 net) hectares of undeveloped lands in this area. During the year 2000, the Company plans to install 
pipeline pigging facilities and down hole dewatering facilities at the Elkton Z unit to help to improve well bore 
productivity. At the Crossfield Turner Valley unit, the operator is planning on adding compression to improve 
production. 


Forty Mile Coulee, Alberta 


Zapata has working interests between 12.5% and 75% in 3079 gross (1730 net) hectares of producing petroleum and 
natural gas rights, a 10 % working interest in a 10 mmcf/d capacity processing facility and a 9.1 % working interest 
in a gas transmission system in the Forty Mile Coulee area of southeastern Alberta. The property is both operated 
and non-operated and currently has 10 (5.1875 net) gas wells producing from the Second Specks, Bow Island and 
Mannville formations. Net natural gas sales over the last 6 months ended December 31", 1999 was 494 mcf/d. 
Zapata has 256 gross (64 net) hectares of undeveloped land in the area. The Corporation is reviewing additional 
drilling opportunities in the Forty Mile Coulee area. 


West Flatrock, British Columbia 


Zapata has 10.5% working interest in 1,041 gross (125 net) hectares of producing lands in the West Flatrock area of 
northeast British Columbia. The property is non-operated and has 5 gross (0.525 net) oil wells producing from the 
Halfway formation. Net sales from the area during the last 6 months ending December 31st, 1999 averaged 11 
bbls/d of oil and 98 mcf/d of natural gas. As of January 1, 2000, concurrent production was approved for the field. 
As a result, gas is being sold from the field with only a portion of the gas production being re-injected through 1 
gross (0.1 net) gas injection well to maintain reservoir pressure. There are 264 gross (44 net) hectares of 
undeveloped land in the area. Currently, there are no plans for the area in the year 2000. 


Armada, Alberta 


Zapata has a 50% working interest in 512 gross (256 net) hectares of lands in the Armada area of Southeast Alberta. 
The operated property has 1 gross (0.5 net) producing Bow Island gas well which was placed on production in 
December 1999, The Corporation has acquired additional lands in the area for a multi-well program in the year 
2000. 


LAND HOLDINGS 


In 1999, Zapata started to expand its inventory of undeveloped land on its exploration prospects and in its core 
areas. The undeveloped land portfolio in our core areas allows us to pursue a continuous, long-term exploitation 
program. At the same time, controlling land on our exploration projects allows us to maximize our working 
interests. The Company’s land holdings are summarized as follows: 


Area Gross Hectares Net Hectares 

Undevel Devel Total Undevel Devel Total 
Alberta 2433 4168 6600 1363 2371 3755 
British Columbia 264 aa 1041 44 82 126 
Total 2697 4945 7641 1407 2453 3860 
DRILLING ACTIVITY 1999 
YEAR DRILLED COMPLETED COMPLETED ABANDONED 

GAS OIL 
Gross Net Gross Net Gross Net Gross Net 

1998 0 0 0 0 0 0 0 0 
1999 4 1.9375 4 1.9375 0 0 0 0) 
SALES 


The following tables summarize the Company’s sales during the year. The calendar daily sales are the annual sales 
averaged over the 6 months in which the Company produced oil and gas. Current Daily sales is the average daily 
sales during the month of December, 1999. All volumes are net of working interests owned by others and before 
deduction of Crown, freehold and other royalties. 


Year ended December 31, 1999 December 31, 1998 
Annual 

Crude Oil (bbls) 2,015 0 
Natural Gas (mcf) | PAW 0 
NGLs (bbls) 4,770 0 
Calendar Daily 

Crude Oil (bbls) 11 0 
Natural Gas (mcf) 1,070 0 
NGLs (bbls) 26 0 
As at December 31,1999 | December 31, 1998 
Current Daily 

Crude Oil (bbls) 13 0 
Natural Gas (mcf) Da PIE Ks 0 


NGLs (bbls 64 


RESERVES 


Zapata’s reserves of oil and natural gas have been evaluated as of March 1, 2000 by Sproule Associates Limited . A 
summary of the proven and probable reserves from the Evaluation Report follows. 


March 1,2000 January, 1999 
Oil (MBBLS) 
Proven Producing 22.4 0 
Proven Non-Producing 0 0 
Probable 41.6 0 
Total 64.0 0 
Reserve Life Index 15.9 - 
NGL’s (MBBLS March 1,2000 January, 1999 
Proven Producing 98.2 0 
Proven Non-Producing 56.3 0 
Probable 228 0 
Total 176.8 0 
Reserve Life Index io 
Natural Gas (MMCF) March 1,2000 January, 1999 
Proven Producing 4237.3 0 
Proven Non-Producing 1557.0 0 
Proven Undeveloped 621.5 
Probable 1680.1 0 
Total 8095.9 0 
Reserve Life Index 9.9 


ZAPATA RESERVE RECONCILIATION 


As the Company started operations in 1999, all current reserve additions were in 1999. The following table is a 
summary of the Evaluation Report. 


Crude Oil NGLs Natural Gas 


MBBL MBBL MMCF 
Beginning of year 1999 
Proven Reserves 0 0 0 
Net Production 2 4.8 195.3 
Additions 24.4 103.0 4432.6 
Year End 1999 
Proven Reserves 22.4 98.2 4237.3 


ZAPATA RESERVE EVALUATION 


The evaluation of future net production revenue is stated prior to any provision for income taxes, overhead and 
interest costs. It should not be assumed that the discounted net production revenue is representative of the fair market 
value of the estimated oil and gas reserves. The following table summarizes the Evaluation Report. 


Reserves before Royalties Discounted Value of Future Net Revenue ($000) 


Oil NGL Nat’! Gas 0% 10% 12% 15% 
Mbbl Mbbl MMcf 
Proven Producing 22.4 98.2 4237.3 8839 6158 5832 5416 
Proven Non-Producing 0.0 56.3 1557.0 2780 2250 2169 2059 
Proven Undeveloped 0.0 0.0 O21) 873 638 605 561 
Total Proven 22.4 154.5 6415.8 12492 9046 8606 8036 
Probable 41.6 IRS 1680.1 3089 1427 1275 1090 
Total 64.0 176.8 8095.9 15581 10473 9881 9126 
PER SHARE (bbls) (bbls) (mcf) 
Weighted Average 0.022 0.061 Wee $5.41 $3.64 $3.43 3:17 


Weighted average shares = 2,878,293 


PRICE FORECAST 
The estimate of future net revenues is based on the following price forecasts prepared by Sproule Associates 
Limited as of March 1, 2000. 


Crude Oil Natural Gas 
WTI @ Cushing Edmonton Par Price Alberta 30 day spot plantgate 

$US/bbl $Cdn/bbl $Cdn/mef 
2000 25285 35.64 3.05 
2001 20.95 28.82 3.01 
2002 20.60 2791 Legese 
2003 20.91 27.93 Zl 
2004 2123 27.95 2.76 


The preceding prices are benchmark prices. The Company’s future net revenues are calculated according to the 
quality of oil and gas reserves and the terms of sales contracts in place for individual properties. Sproule Associates 
Limited includes provision for escalation of prices beyond 2004 at an average of approximately 1.5 percent per 
annum for crude oil and natural gas. 


MANAGEMENT?’S DISCUSSION AND ANALYSIS 


OPERATIONS 


For Zapata’s initial 6 months of operations ending December 31,1999, sales averaged 37 bbls/d for oil and NGLs 
and 1,070 mcf/d for natural gas. Average sales during the month of December 1999 were 77 bbls/d for oil and 
NGLs and natural gas sales were at 2,238 mcf/d. This increase in the Company’s December sales compared to the 6 
month average sales was due to drilling 4 (1.93 net) wells at Forty Mile Coulee and Armada and placing these wells 
along with 2 (1.5 net) suspended wells at Forty Mile Coulee on production in December 1999. 


FINANCIAL 


Operating income from oil and natural gas sales was $427,939 in the Company’s first six months of operations. This 
strong showing was a result of improved oil and gas prices and placing additional wells on production in December 
1999. 


OPERATING INCOME 


December 31, 1999 | | December 31, 1998 
Petroleum and Natural Gas Revenue $785,563 
$153,377 


$204,247 
$427,939 


December 31, 1998 
0 | 
|: Operating Costs pet BOE (misses | Siem Dg) 009521 99 F ee ries Hg SFO 
Rene ore eo i aa ee a 


* “BOE” throughout the Management’s Discussion and Analysis refers to barrel of oil equivalent. Natural gas 
volumes are converted to oil equivalence on a rate of 6 mcf to a barrel of oil. 


Revenues for the 6 month period were $785,563. The average selling price was $29.12 per barrel of oil and NGLs 
and was $2.94 per mcf of natural gas. Natural gas accounted for 74.4% and oil and NGLs accounted for 25.6% of 
the total revenue. 


Revenue Analysis Per BOE for 1999 


$3.90 
Royalty 


$10.88 


iback 
pei ae $5.19 


Operating 
Costs 


Royalties for the 6 month period totaled $153,377 or 19.5% of revenues. Oil royalties averaged $4.38 per barrel or 
15.5% of the average selling price. Natural gas royalties averaged $0.63 per mcf or 21.4% of the average selling 
price. 


Operating costs for the 6 month period were $204,247. Operating costs for oil production were $6.16 per barrel. 
Natural gas operating costs were $0.83 per mcf. 


Zapata’s initial 6 month operating income was $427,939. The netback received per barrel of oil was $18.58 while 
the netback received per mcf of natural gas was $1.48. The netback on a BOE basis was $10.88. 


GENERAL AND ADMINISTRATIVE EXPENSES 


December 31, 1998 
$11,307 
$11,307 


The general and administrative (G&A) expenses were $133,873, up $122,566 as a result of Zapata becoming an 
operating company. Operator’s recovery of overhead was $29,147 and capitalized overhead totaled $31,980 
resulting in a net G&A expenses of $72,746. On a per barrel of oil equivalent basis, the gross G&A expenses were 
$1.85 after recovery of overhead and capitalized overhead. 


INTEREST ON LONG TERM DEBT AND FINANCIAL EXPENSES 


Interest and financial expenses were $65,619. This was as a result of the convertible debentures and bank borrowing 
utilized to finance the Company’s purchase of its’ initial assets. The interest and financial charges were 15.3% of the 
operating income and $1.67 per barrel of oil equivalent. 


December 31, 1999 | December 31, 1998 
Interest and Financial Expenses $65,619 sg? 1.S05| 
Percent of Operating Income 15.3% et RD acapiat S03) 


Average Costs per BOE $1.67 
Longterm Debt Outstanding at Year End $1,399,570 


DEPLETION, DEPRECIATION AND SITE RESTORATION 


Depletion, depreciation and site restoration expenses totaled $119,067 or $3.01 per barrel of oil equivalent in 1999. 


December 31, 1999 | | December 31, 1998 
Depletion and Depreciation $116,292 SSeS | 
iit) a ee Oe 


$119,067 
Average Costs per BOE $3.01 


FUTURE TAX LIABILITIES 


Our provision for future tax as of December 31, 1999 was $449,284. Tax pools for income tax purposes totaled 
$2,386,000 at December 31, 1999. 


CASH FLOW FROM OPERATIONS AND NET INCOME 


Cash flow from operations was $294,733 while net income after tax was $115,158 or $0.07 and $0.04 per share 
respectively. On a per barrel of oil equivalent basis cash flow was $7.49 and net income after tax was $2.93. 


December 31, 1999 December 31, 1998 
Cash Flow $294,733 $(9,423 


BEEN Ori a ee ed 
Average per BOE ere tome 297] ao area IS 


Revenue and Costs Per BOE 
for 1999 
Interest 


G&A = $1.67 Operating 
$1.85 ia $5.19 
Gis 


| Royalty 


Cash Flow 
$7.49 $3.90 

CAPITAL EXPENDITURES 

In 1999, net expenditures were financed 60% debt and 40% equity. 

($000) December 31, 1999 December 31, 1998 
Drilling and Completions 517 0 
Production facilities 318 0 
Land and seismic EI 0 
Total Exploration and Development 844 0 
Acquisitions 1285 0 
Dispositions (53) 0 
Capitalized G&A 32 0 
Total Net Capital Expenditures 2,110 0 


LIQUIDITY AND CAPITAL RESOURCES 


At December 31, 1999, the Company had a working capital deficit of $724,588 and total long term debt of 
$1,399,570. The Company’s total debt, including the working capital deficiency amounted to $2.1 million at the end 
of 1999. At year end, the Company had a credit facility of $1.3 million of which the unused portion was $675,000. 
As of May 1, 2000, the Company was in the process of negotiating a $2.8 million credit facility of which the unused 
portion would be $1.6 million. Subject to certain conditions an additional $500,000 it to be made available for 


acquisitions. 
Year End Capital Structure at Market Value 


December 31, 1999 


000s % 
Long term debt including working capital $2,124 44 
Other liabilities $452 9 
Common share equity $2,269 47 
Total $4,845 100 


Note: Closing share price on December 31, 1999 was $0.55 ($0.49 - 1998). 


BUSINESS RISKS 


December 31, 199 


000s % 
$0 0 
$0 0 
$980 100 
$980 100 


The oil and gas industry is subject to risk in the finding and developing of reserves, as well as the commodity price 


received for such reserves. Zapata attempts to mitigate these business risks by: 


e Having assets in several diverse fields; 
e Maintaining cost-effective operations; 


e Maintaining a balance between oil and gas properties; 


e Being operator to control the amount and timing of capital expenditures; 


e Using new technology to maximize production and recoveries and to reduce operating costs; 


e Restricting operations to Central and South Alberta where areas are accessible, operating and capital costs are 


reasonable and onstream times are shorter; 


e Drilling wells in areas with multiple high deliverability zone potential; 


e Access to production infrastructure to bring production online quickly and efficiently. 
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MANAGEMENT?’S REPORT 


Management takes responsibility for the preparation of these financial statements in accordance with accounting 
principles generally accepted in Canada. The financial and operating information included in this report is consistent 
with the financial statements. 


Management has a system of internal controls to ensure that all assets are safeguarded and that timely and relevant 
financial information is prepared and made available. 


The Company’s Audit Committee, which includes non-management directors of the Company, has reviewed these 
financial statements and has reported to the Board of Directors. These financial statements have been approved by 
the Board of Directors. 


he Uf Ba 


loyd D. Driscoll WAG. E. Paulus 
Chairman and Chief Executive Officer President, Chief Financial Officer 
and Chief Operating Officer 


AUDITORS' REPORT 


To the Shareholders 
Zapata Energy Corporation 
(formerly Zapata Capital Inc.) 


We have audited the balance sheets of Zapata Energy Corporation (formerly Zapata Capital Inc.) as at December 
31, 1999 and 1998 and the statements of income and retained earnings and cash flow for the periods then ended. 
These financial statements are the responsibility of the Corporation's management. Our responsibility is to express 
an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we 
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the 
Corporation as at December 31, 1999 and 1998 and the results of its operations and its cash flows for the periods 
then ended in accordance with generally accepted accounting principles. 


(. ul Sy Bamoee 


CHARTERED ACCOUNTANTS 


Calgary, Alberta 
March 1, 2000 
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ZAPATA ENERGY CORPORATION 
(formerly Zapata Capital Inc.) 


BALANCE SHEETS 
DECEMBER 31, 1999 AND 1998 


1999 1998 
Assets 
Current assets 
Cash and short-term deposits $ - $285,069 
Accounts receivable 709,277 4,706 
Prepaid expenses 82,150 = 
791,427 209.105 
Deposits 64,908 - 
Deferred major transaction costs (note 4) - 4,500 
Property, plant and equipment (note 5) 3,468,680 - 
$4,325,015 $294,275 
TRE NES in BD P ETF WS YN EO TS ET RO A I EY A FL TE) 
Liabilities 
Current liabilities 
Bank overdraft $9,423 $ - 
Accounts payable and accrued liabilities 1,506,592 4,160 
1,516,015 4,160 
Long-term debt (note 6) 675,000 - 
Loans payable (note 7) 110,570 - 
Convertible debentures (note 8) 614,000 - 
Future removal and site restoration costs BUTS - 
Future income tax liability (note 9) 449,284 - 
3,367,644 4,160 
Shareholders' Equity 
Share capital (note 10) 851,636 299,538 
Retained earnings (deficit) 105,735 (9,423) 
OS31) 290,115 
$4,325,015 $294,275 


/ 2) 
Approved by By, 


i 


ZAPATA ENERGY CORPORATION 
(formerly Zapata Capital Inc.) 


STATEMENTS OF INCOME AND RETAINED EARNINGS 


YEAR ENDED DECEMBER 31, 1999 
(comparative figures for the period from date of incorporation, January 26, 1998 to December 31, 1998) 


1999 1998 

Revenue 
Oil and gas sales, net of royalties and ARTC $632,186 $ - 
Interest 5,159 1,884 
637,345 1,884 

Expenses 
Production 204,247 - 
General and administrative 72,746 11,307 
Interest on long-term debt 65,619 - 
Other interest and financing charges 40,000 - 
Depletion and depreciation 119,067 - 
501,679 1a 307 
Income (loss) before income taxes 135,666 (9,423) 
Future income taxes (note 9) 20,508 - 
Net income (loss) 115,158 (9,423) 
Deficit, beginning of period (9,423) - 
Retained earnings (deficit), end of period $105,735 $(9,423) 


Net income (loss) per share (note 1 0(h)) $ 0.04 $ (0.01) 
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ZAPATA ENERGY CORPORATION 
(formerly Zapata Capital Inc.) 
STATEMENTS OF CASH FLOW 


YEAR ENDED DECEMBER 31, 1999 


(comparative figures for the period from date of incorporation, January 26, 1998 to December 31, 1998) 
SAS Seae VICE ELAN oe AVEO ARSENE RD EMMA ORT RA SSD ALC LITE AN SUD ASMI TLE ENSUES No aT ie Ge DMRS SLES aE 


1999 1998 


Operating activities 
Net income (loss) $115,158 $(9,423) 
Add items not affecting cash 


Depletion and depreciation 119,067 - 
Future income taxes 20,508 - 
Guarantee fee (note 10(c)) 40,000 - 
Cash flow from (used in) operations 294,733 (9,423) 
Change in non-cash working capital (126,225) 3,191 


Cash from (used in) operating activities 168,508 (6,232) 


Financing activities 


Proceeds on issuance of share capital, net of issue costs 451,646 299,538 
Repayment of loans payable (46,730) - 
Proceeds on long-term debt, net 675,000 - 
Changes in non-cash working capital 3,422 (3,422) 


Cash from financing activities 1,083,338 296,116 


Investing activities 


Acquisition of property, plant and equipment, net (2,110,303) - 
Acquisition of 744997 Alberta Ltd. (note 3(a)) (186,000) - 
Deferred major transaction costs - (4,500) 
Deposits paid (64,908) - 
Change in non-cash working capital 814,873 (15) 
Cash used in investing activities (1,546,338) (4,815) 
Cash inflow (outflow) (294,492) 285,069 
Cash and short-term deposits, beginning of period 285,069 - 
Cash and short-term deposits (bank overdraft), end of period $(9,423) $285,069 


Interest paid $45,049 SNS 


Income taxes paid $ NIL Se NIL 


ZAPATA ENERGY CORPORATION 


(formerly Zapata Capital Inc.) 


NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31, 1999 


Nature of business 


Zapata Capital Inc. (the "Corporation") was incorporated under the Business Corporations Act (Alberta) on January 26, 1998 and was classified as a Junior Capital 
Pool Corporation as defined in the Alberta Securities Act Rule 46-501. The Corporation concluded its major transaction June 18, 1999 (note 3(a)) and changed its 
name to Zapata Energy Corporation. 


The Corporation's business now consists of the exploration for and development of petroleum and natural gas in Western Canada. 


Summary of significant accounting policies 


(a) 


(b) 


(c) 


(d) 


(e) 


(f) 


Exploration and development costs 


The Corporation follows the full cost method of accounting whereby all costs related to the exploration for and the development of oil and gas reserves 
are initially capitalized. Costs capitalized include land acquisition costs, geological and geophysical expenditures, rentals on undeveloped properties, 
costs of drilling productive and non-productive wells, together with overhead and interest directly related to exploration and development activities and 
lease and well equipment. Gains or losses are not recognized upon disposition of oil and natural gas properties unless such a disposition would 
significantly alter the rate of depletion and depreciation. 


Costs capitalized are depleted and depreciated using the unit-of-production method based on estimated gross proven oil and gas reserves as determined by 
independent and Corporation engineers. For purposes of the calculation, oil and gas reserves are converted to a common unit of measure on the basis of 
their relative energy content where one barrel of oil or liquids equals six thousand cubic feet of natural gas. 


Costs subject to depletion under the full cost method also include estimated future removal and site restoration costs. This would include the cost of 
production equipment removal and environmental cleanup based upon regulations and economic circumstances at period-end. The current period's 
provision for future removal and site restoration is included in depletion and depreciation expense. 


In applying the full cost method, the Corporation performs a ceiling test which restricts the capitalized costs less accumulated depletion and depreciation 
from exceeding an amount equal to the estimated undiscounted value of future net revenues from proven oil and gas reserves, based on year-end pnces 
and costs, and after deducting estimated future general and administrative expenses, estimated future removal and site restoration costs, financing costs 
and income taxes. 

The amounts recorded for depletion and depreciation of exploration and development costs, the provision for future removal and site restoration and the 
ceiling test are based on estimated proven reserves, production rates, future oil and natural gas prices and future costs. By their nature, these estimates are 
subject to measurement uncertainty and changes in such estimates may have a material impact on the financial statements of future periods. 


Depreciation 


Other assets are depreciated using the declining balance method at annual rates of 30% to 100%. 


Joint venture accounting 


Substantially all of the Corporation's exploration and production activities are conducted jointly with others, and accordingly these financial statements 
reflect only the Corporation's proportionate interest in these activities. 


Income taxes 

Income taxes are accounted for using the liability method of income tax allocation. Under the liability method, income tax assets and liabilities are 
recorded to recognize future income tax inflows and outflows arising from the settlement or recovery of assets and liabilities at the carrying values. 
Income tax assets are also recognized for the benefits from tax losses and deductions that cannot be identified with particular assets or liabilities, provided 


those benefits are more likely than not to be realized. Future income tax assets and liabilities are determined based on the tax laws and rates that are 
anticipated to apply in the period of realization. 


Flow-through shares 

The Corporation, from time to time, issues flow-through shares to finance a portion of its capital expenditure program. Pursuant to the terms of the flow- 
through share agreements, the tax deductions associated with the expenditures are renounced to the subscribers. Accordingly, share capital is reduced and 
a future tax liability is recorded equal to the estimated amount of future income taxes payable by the Corporation as a result of the renunciations, when the 
expenditures are made. 

Stock based compensation plans 


The Corporation has a stock-based compensation plan, which includes stock options as described in note 10(g). 


No compensation expense is recognized when stock options are issued to officers, directors and employees. Any consideration received by the 
Corporation on exercise of stock options is credited to share capital. 
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4. 


(g) 


Cash and equivalents 


Cash and short-term deposits consists of balances on deposit with banks and banker's acceptances with maturities of 90 days or less. 


Business combinations 


(a) 


(b) 


Pursuant to a share purchase agreement dated March 30, 1999, the Corporation acquired all of the issued and outstanding shares of 744997 Alberta Ltd. 
(an oil and gas company). Consideration for the purchase consisted of $186,000 in cash, and the issuance of 1,000,011 common shares of the 
Corporation. Of the shares issued as consideration, 200,005 were issued to an officer and director of the Corporation, 200,005 were issued to a company 
controlled by an officer and director, and 600,001 were issued to a company with common directors. Under the requirements of the Alberta Secumtties 
Commission and the Canadian Venture Exchange, the 400,010 shares issued to a director and officer of the Corporation and a company controlled by a 
director and officer are to be held in escrow. A total of 240,010 will be released as to one-third on each of the first, second and third anniversanes of the 
completion of the Corporation's major transaction; June 18, 1999. A total of 160,000 can be requested to be released at a rate of one share for each $0.50 
of expenditures incurred to explore or develop properties acquired in the acquisition of 744997 Alberta Ltd., to a maximum of one third per year. 


Concurrent with this transaction, 900,000 issued common shares of the Corporation held in escrow were sold by the shareholders, within escrow, for total 
proceeds of $112,500; 450,000 of the shares were sold to shareholders of 744997 Alberta Ltd. 


These two transactions, in combination, constitute the major transaction of the Corporation as defined in the Alberta Securities’ Act. 

The transactions have been accounted for as a business combination using the purchase method of accounting with Zapata Energy Corporation being the 
acquiring company. The transaction was also a related party transaction due to common directors and shareholders and has been recorded at the exchange 
amount. The results of operations of 744997 Alberta Ltd. are included in the accounts from the effective date of acquisition; June 18, 1999. The 


companies were immediately amalgamated and continue under the name "Zapata Energy Corporation". 


Consideration for the purchase consisted of: 


Cash $186,000 
Share capital issued 170,002 
Costs of the major transaction 38,212 
Total purchase price $394,214 
a 


The amount allocated to the fair value of net assets acquired is as follows: 


Non-cash working capital $(23,641) 
Property, plant and equipment 1,349,081 
Promissory note payable (note 7) (614,000) 
Future income tax liability (317,226) 
Total purchase price $394,214 
a RES 


Pursuant to a share purchase agreement dated June 24, 1999, the Corporation acquired all of the issued and outstanding shares of 808703 Alberta Ltd. 
Consideration for the purchase consisted of the issuance of 200,000 common shares of the Corporation. Of the shares issued as consideration, 150,000 
were issued to officers and directors of the Corporation. 


The transactions have been accounted for as a business combination using the purchase method of accounting with Zapata Energy Corporation being the 
acquiring company. The transaction was a related party transaction due to common directors and shareholders and has been recorded at the carrying 
amount. The results of operations of 808703 Alberta Ltd. are included in the accounts from the effective date of acquisition; June 24, 1999. The 
companies were immediately amalgamated and continue under the name "Zapata Energy Corporation". 


The carrying values of the net assets acquired is as follows: 


Property, plant and equipment $12,300 
Deposits on property acquisitions 110,000 
Deferred property acquisition costs 37,000 
Shareholder loans payable (157,300) 
Net assets acquired $2,000 
ETE 


Deferred major transaction costs 


Costs incurred identifying projects for a possible major transaction had been deferred. These costs are included as part of the acquisition costs upon the 
completion of the major transaction (note 3(a)). 
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Property, plant and equipment 


Accumulated Net Book Value 
Depletion and 
Cost Depreciation 1999 1998 
Petroleum and natural gas 
: ‘ 2 = 
Properties and equipment thereon er) e133 032 $2,894,762 $ 
Other Galen 3,253 3,918 - 
$3,584,972 $116,292 $3,468,680 $ - 


During the period, the Corporation capitalized $31,980 (1998 - $NIL) of a total of $104,726 (1998 - $11,307) in general and administrative expenses. 


Undeveloped properties not subject to depletion amounts to $45,376 (1998 - $NIL). 
Future removal and site restoration costs are estimated in aggregate to be $81,623 (1998 - $NIL) of which $2,775 (1998 - $NIL) has been charged to earings in the 
current period. 


Long-term debt 


Long-term debt consists of a revolving reducing demand loan to a maximum of $1,350,000 (1998 - $NIL), with availability decreasing by $37,500 per month 
starting January 26, 2000. The Corporation has an additional $675,000 available to be borrowed at December 31, 1999 under this facility. Interest is payable 
monthly at a Canadian chartered bank's prime rate plus 1 1/4% per annum, with a stand-by fee of 1/8% per annum on any unused portion. The facility is secured 
by a general assignment of book debts, a $3,000,000 debenture with a floating charge over all assets of the Corporation with a negative pledge and undertaking to 
provide fixed charges on the major producing petroleum properties at the request of the bank. 


Under the terms of the agreement, the Corporation is required to meet certain financial and engineering reporting requirements. 


Though the loan is of the demand nature, the bank has indicated that it does not intend to require repayment of the loan in the forthcoming year. Therefore, the 
loan has been classified as long term. 


Loans payable 


Loans payable consists of amounts due to an officer and director of the Corporation and a company controlled by an officer and director. The amounts bear 
interest at 8% per annum, are unsecured, and the balance owing plus interest is due on or before December 31, 2001. 


Convertible debentures 


Convertible debentures consist of amounts due to a director and officer of the Corporation and a company controlled by an officer and director. The $614,000 
owing under the debentures was originally the promissory note payable acquired in the purchase of 744997 Alberta Ltd. (note 3(a)). This note was subsequently 
transferred by the holder to the parties here named and converted to a convertible debenture at the same time. The amounts bear interest at 7.5% per annum, are 
unsecured and subordinate to any senior indebtedness of the Corporation and mature September 10, 2001. The debentures are convertible to common shares at the 
option of the holder at $0.50 per common share at any time from September 10, 1999 to September 10, 2001. A total of 1,228,000 common shares of the 
Corporation are reserved for issuance on conversion of the debentures. The debentures are redeemable by the Corporation at anytime from September 10, 1999 to 
September 10, 2001, together with accrued and unpaid interest. 


Income taxes 


(a) Income tax expense differs from that which would be expected from applying the combined effective Canadian federal and provincial corporate tax rates 


of 44.62% to income (loss) before income taxes as follows: 


Expected income tax (recovery) 


Increase (decrease) resulting from: 

Non-deductible crown payments net of Alberta 
Royalty Tax Credits 

Resource allowance 

Benefit of tax deductions not recognized in 
previous period 

Future tax benefits not recognized 

Other 


ALT TT LE TT 
1999 1998 


$60,534 $(4,204) 


49,302 : 
(51,854) z 
(39,373) : 


= 4,204 
1,899 = 


$20,508 $ : 


(b) The components of the future income tax liability are as follows: 
Ea NER SI RERR a SSD EES NE 
1999 1998 
Property, plant and equipment $472,526 $ = 
Future removal and site restoration (1,238) ‘ 
Share issuance costs (22,004) (27,398) 
Non-capital losses - (10,478) 
Benefits not recognized - 37,876 
$449,284 $ - 
RETR TT ST TET ESET} 
10. Share capital 
(a) Authorized 
Unlimited number of voting common shares 
Unlimited number of preferred shares, issuable in series 
(b) Issued 
aA A aT SITES IT FST IDET LST RT THY 
1999 1998 
Stated Stated 
Number Value Number Value 
Balance, beginning of period 2,000,000 $375,000 - $ - 
Issued to effect major 1,000,011 170,002 : 
transaction (note 3(a)) 
Issued to effect business 
2 : : 
combination (note 3(b)) 200,000 Bese 
Issued as consideration for loan 100,000 40,000 E a 
guarantee (note 10(c)) 
Flow-through shares issued 
2] 0 i = 
net of tax cost of $111,550 (note 10(d)) ee Iie) 
Exercise of options (note 10(f)) 100,000 25,000 - - 
Issued for cash (note 10(e)) - - 1,000,000 125,000 
Issued pursuant to a public y : 1,000,000 250,000 
offering (note 10(f)) 
4,125,011 930,452 2,000,000 375,000 
ERT 
Less: share issuance 78,816 75,462 
costs 
Balance, end of period $851,636 $299,538 
sie a SET 


Jil 


(c) 


(d) 


(e) 


(f) 


(g) 


(h) 


A director and officer of the Corporation and a company controlled by a director and officer pledged personal assets to a company related by virtue of 
common directors. This was required in order to obtain bank debt, so that the related company would remove their charge on the assets of the 
Corporation related to the convertible debentures (note 7), freeing up those assets so that they could be used as collateral for the bank debt. In 
consideration, the Corporation issued a total of 100,000 common shares at a deemed price of $0.40 per share. The $40,000 is included in other interest 
and financing charges. 


During the year ended December 31, 1999, the Corporation issued a total of 725,000 common shares as flow-through shares for cash proceeds. A total of 
500,000 shares were issued at a price of $0.50 per share and the remaining 225,000 were issued at a price of $0.80 per share. As at December 31, 1999, 
the full $430,000 was renounced to subscribers of the shares of which $180,000 was renounced using the "look-back" provisions for which the 
Corporation will have to incur eligible expenditures in 2000. Of the flow-through shares issued, 29,000 were issued to a director and officer of the 
Corporation for cash proceeds of $14,500, and 252,500 were issued to the spouse of a director and officer of the Corporation for cash proceeds of 
$145,000 at prices equal to those of unrelated parties. 


Under the requirements of the Alberta Securities Commission and the Canadian Venture Exchange, the 1,000,000 common shares are to be held in 
escrow. The escrowed shares will be released, upon written consent of the Executive Director of the Alberta Securities Commission, as to one-third 
thereof on each of the first, second and third anniversanes of the completion of the Corporation's major transaction being June 18, 1999. 


During the period ended December 31, 1998, pursuant to an agency agreement between the Corporation and its agent, Canadian Western Capital Limited 
(the "Agent"), the Corporation issued to the public by way of a prospectus 1,000,000 common shares at a price of $0.25 per share for aggregate proceeds 
of $250,000. The costs of this issue, including the agent's commission of 10% amounted to $75,462. 


In addition, the Corporation granted the agent an option to purchase 100,000 common shares at a price of $0.25 per share expiring February 21, 2000. 
During the year ended December 31, 1999, the agent exercised the 100,000 options for cash proceeds of $25,000. 


The Corporation has established a Stock Option Plan for the benefit of the directors, officers and employees of the Corporation. The exercise price of 
each option equals the market price of the Corporation's shares at the date of grant. These options expire June 18, 2004 with an exercise price of $0.50 
per share. A total of 297,000 common shares are reserved for issuance on exercise of the options. Stock options vest immediately upon granting. 


A summary of the status of the company's Stock Option Plan as of December 31, 1999 and 1998, and changes during the years then ended is as follows: 


LAA A TT TT TT OT A 
1999 1998 


Weighted Average Weighted Average 


Number of Options Rycrcive Price Number of Options Rsercise Pricé 
Outstanding, beginning of period 200,000 $ 0.25 - - 
Granted 297,000 $ 0.50 200,000 $ 0.25 
Cancelled (200,000) $ 0.25 - - 
CH EECA 297,000 $ 0.50 200,000 $ 0.25 


exercisable at period end 
CUENTA SS EN LRT MALTON LAL TPT SRR 


Net income (loss) per share 
Net income (loss) per share is calculated using the weighted average number of common shares outstanding during the period of 2,878,293 (1998 - 


1,388,236). Imputed funds received on conversion of options is assumed to have earned a retum of 8% (4% after tax) for purposes of calculating fully 
diluted net income (loss) per share. The conversion of convertible debentures and the exercise of options would not be materially dilutive. 


Financial instruments 


Fair values 


The fair values of accounts receivable, accounts payable and accrued liabilities, loans payable and convertible debentures approximate their carrying value due to 
the short-term matuntty of these financial instruments 


The fair value of long-term debt approximates its carrying value as it bears interest at variable rates. 


Related party transactions 


(a) 


Accounts receivable include $65,548 (1998 - $NIL) due from a company related by virtue of common directors and $60,201 (1998 - $NIL) due from a 
company controlled by officers and directors of the Corporation that have arisen under joint venture arrangements in the normal course of business. 
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13. 


14. 


(b) Accounts payable include $28,822 for legal fees (1998 - $NIL) due to a partnership in which the spouse of a director and officer is a 
partner (of which $22,520 (1998 - $NIL) was capitalized to property, plant and equipment during the year) and $85,281 (1998 - $NIL) 
due to a company controlled by officers and directors of the Corporation related to joint venture activity. 


(c) Management fees of $39,000 (1998 - $NIL) were paid to a company controlled by officers and directors of the Corporation, of which 
$31,980 (1998 - $NIL) was capitalized to property, plant and equipment and $7,020 (1998 - $NIL) is included in general and 
administrative expense. 


(d) Included in interest on long-term debt is $20,571 (1998 - $NIL) paid to a director and officer of the Corporation and a company 
controlled by a director and officer on loans payable and the convertible debentures. An additional $11,354 (1998 - S$NIL) was paid to a 
corporation related by virtue of common directors on the convertible debentures prior to their being assumed by the current holders. 


These transactions are measured at the exchange amount, which is the amount of consideration established, agreed to and paid by the related 
patties. 


Uncertainty due to the year 2000 issue 

The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a year. Date-sensitive systems may 
recognize the year 2000 as 1900 or some other date, resulting in errors when information using year 2000 dates is processed. In addition, similar 
problems may arise in some systems which use certain dates in 1999 to represent something other than a date. Although the change in date has 
occurred, it is not possible to conclude that all aspects of the Year 2000 issue that may affect the Corporation, including those related to 
customers, suppliers or other third parties, have been fully resolved. 


Comparative figures 


Certain comparative figures have been reclassified to conform with the current year’s presentation. 
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HEAD OFFICE 


Zapata Energy Corporation 


500,500-3" Street S.W. 
Calgary, Alberta T2P 3E6 
Telephone: (403) 261-7355 


Fax: (403) 262-6977 


BOARD OF DIRECTORS 
LLOYD DRISCOLL 
GEORGE PAULUS 


ROBERT BRAWN 
DOUGLAS ANDREWS 


OFFICERS 
GEORGE PAULUS 


President, Chief Financial Officer 
and Chief Executive Officer 


LLOYD DRISCOLL 
Chief Executive Officer 


ABBREVIATIONS 

bbls: barrels 

mbbls: thousand barrels 

bcf: billion cubic feet 

BOE: barrel of oil equivalent 
6mcf=1 barrel of oil 


bopd: barrels of oil per day 


mcf: thousand cubic feet 
mmef: million cubic feet 
/d: per day 


GJ: giga joule 
CDN: Canadian dollar 


AUDITORS 


Collins Barrow 
Chartered Accountants 
Calgary, Alberta 


SOLICITORS 

Blake, Cassels & Graydon LLP 
Barristers and Solicitors 

Calgary, Alberta 


BANKERS 
National Bank of Canada 
Calgary, Alberta 


TRANSFER AGENT 


AND REGISTRAR 
Montreal Trust Company 
of Canada 

Calgary, Alberta 


STOCK EXCHANGE 


LISTING 
THE CANADIAN VENTURE 
EXCHANGE: SYMBOL-ZCO 


ANNUAL MEETING 
The annual general meeting of 
shareholders will be held on 
Wednesday, June 14, 2000, at 
10:00 a.m. in the offices of 
Blake, Cassels & Graydon, 
Calgary, Alberta. 
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